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Introduction
1
It is now well established that income inequality is higher in Latin America and the Caribbean
(LAC) than anywhere else in the world and that, precisely because of this high inequality,
absolute poverty rates are much higher in this region than one would predict on the basis of
average income.
It is important to know, however, the extent to which inequality is driven by individual
differences in ability and work ethic rather than by differences in opportunities. Thus, if some
individuals prefer to work more hours or to invest more energy in their work than others, the
income inequality that will occur as a result of these differences would not necessarily be a
policy issue. In fact, reducing this type of inequality through policy interventions could well lead
to reductions rather than increases in welfare.
But this type of “efficient” inequality probably does not explain the extent of inequalities
in Latin America and the Caribbean. Rather, inequality in Latin America and the Caribbean
likely originates substantially from the absence of opportunities for large segments of the
population. The outright (or implicit) exclusion of some groups on the basis of their gender,
ethnic origin, place of residence or social status may in turn explain inequality of opportunity.
This paper presents the results of an Inter-American Development Bank Research
Network project on “Social Exclusion in Latin American and the Caribbean.”  The object of this
project is to document and analyze the extent and consequences of some specific types of social
exclusion in Latin America. The project has concentrated on some particular forms of exclusion
that are important for the determination of income—and thus poverty and income inequality—
and that are relatively amenable to quantitative analysis. The purposes of the project are also to
shed some light on the mechanisms of social exclusion, and to provide some guidance for
policies aimed at addressing them.
This paper presents an overview of and introduction to the project and to the resulting
papers. Section 1 provides some motivations for the study based in substantial part on attitudes
towards social exclusion in the region.  Section 2 summarizes the analytical framework used for
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the project.  Section 3 is a summary and synthesis of the five empirical studies that were
undertaken as part of this project, and Section 4 concludes. Appendix 1 presents an annotated
outline of selected studies on social exclusion, which provides a general guide to the literature in
this area.
1. Attitudes towards Social Exclusion across Countries in Latin America
1.1 What do Latin Americans Think about Exclusion?
This project is devoted mainly to the reality of social exclusion in Latin America. That reality
has many faces and multiple dimensions, as shown in the different papers undertaken as part of
this project. Latin Americans themselves also perceive that reality in different ways. Here we
describe these perceptions using the Latinbarometer, a public opinion survey that is carried out
yearly in 17 Latin American countries.
2
In the last round of the Latinbarmeter, people were asked to mention the most
discriminated group in their countries of residence. Answers could include groups according to
ethnic background, nationality, class, gender, sexual orientation and political affiliation. The vast
majority of the answers were concentrated in three groups out of 25 listed: Blacks, Indians, and
the poor. In short, race and class are perceived as the main grounds for exclusion and
discrimination in Latin America.
Perceptions about the groups most discriminated against vary widely from country to
country. In Brazil, for example, half of the respondents mentioned that Blacks are the group most
discriminated against, and in Guatemala almost 60 percent stated that Indians face the greatest
discrimination, whereas in El Salvador 70 percent mentioned that the poor are the most
discriminated against. As shown in Table 1, one could classify Latin American countries into
two groups according to their citizens’ perceptions of who faces the greatest discrimination. The
first group includes all countries where most respondents singled out a racial group as the most
discriminated against and the second includes the rest of the countries. This classification makes
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it possible to separate countries where the main social cleavages have a racial underpinning from
countries where they are based on class.
The first group comprises Bolivia, Brazil, Ecuador, Guatemala, and Panama, all countries
where a high percentage of the population is either Indian or Black. The second group comprises
the rest of the countries, including all of those where only a minority is Indian or Black. Not
surprisingly, the data suggests that countries where Indians or Blacks represent a high percentage
of the population are also countries where these groups are perceived as the most discriminated
against. Hence, Indians are perceived as the most discriminated against in Bolivia and
Guatemala, and Blacks are perceived in the same way in Brazil and Panama. In Argentina and
Uruguay, where the racial makeup is much more homogenous, the poor are perceived as being
the group most discriminated against.
The last round of the Latinbarometer also includes questions on the extent of
discrimination against Indians and Blacks. Specifically, people were asked to rank the extent of
discrimination against these groups on a scale from one to ten, where one means the absence of
discrimination and ten means the presence of outright discrimination. Specific questions were
asked about different forms of discrimination, including questions about the extent of
discrimination at the workplace, at school, in political parties and by the police and the courts.
The answers show a high correlation among the individual responses about the different
forms of discrimination. Those who feel there is discrimination in the workplace also feel that
there is discrimination at school and in political parties and by the police and the courts. In other
words, few individuals appear to be able (or willing) to discern different degrees of
discrimination in different venues and institutions. In addition, the data show that the mean of the
responses on discrimination against Indians is 6.5 (with a large variance), and the mean of
responses about discrimination against Blacks is 6.0 (also with a large variance). In sum, the data
indicate that while most Latin Americans do believe that there is discrimination against Indians
and Blacks, they hardly agree on the extent of the problem. The differences are large not only
across countries, but also among citizens of the same country.
Figure 1 presents the differences across countries in mean perceptions of discrimination
against Indians. Perceptions are very high in Paraguay, Bolivia and Mexico and much lower in
Panama, Nicaragua and Uruguay. Figure 2 does the same for discrimination against Blacks. In
this case, perceptions are the highest in Brazil, Ecuador and Peru, and the lowest in Paraguay,6
Nicaragua and Uruguay. Overall, the extent of perceived discrimination against a racial group is
higher, the higher the share of that group in a country’s population.
Perceptions about discrimination against Indians and Blacks vary across racial groups in
a predictable fashion. As shown in Figure 3, Indians perceived more discrimination against
themselves than do other racial groups. Likewise, Blacks perceived greater levels of
discrimination. In general, people of European descent report lower levels of perceived racial
discrimination than both indigenous people or people of African descent.
The data also show that the extent of perceived discrimination against Indians and Blacks
is higher among the educated and the young, and, to a lesser extent, among women. Once
differences in education and age are taken into account, perceptions about racial discrimination
tend to be higher among middle-class individuals than among either the very poor or the very
rich, which suggests that the core support for policies against discrimination can be found in the
middle classes.
In spite of widespread perceptions of racial discrimination, Latin Americans are not fully
supportive of racially based social investments. When asked what they would prefer (i) a social
policy aimed at improving the living conditions of the poor not targeted by race or (ii) a similar
policy aimed at improving the living conditions of Indian and Black communities, most
respondents opted for the first choice. This result notwithstanding, many Latin Americans
support drastic policies against discrimination. Most respondents stated that passing laws
guaranteeing either the same salary for the same job to all racial and ethnic groups or the harsh
punishment of those who commit discriminatory acts is paramount in helping to solve
discrimination problems in the region.
1.2 Race and Socioeconomic Status in Latin America
A high and persistent correlation between race and socioeconomic status is usually considered as
a sign of discrimination and social exclusion. Although this is not necessarily so in all cases and
circumstances, such a correlation will be very difficult to account for without invoking the
presence of some type of racial-based exclusion. If only for this reason, it is worthwhile to
consider the evidence on the association between racial affiliation and status.
The last round of the Latinbarometer included information about both the race and the
socioeconomic status of the respondents. All respondents were asked to report their racial or7
ethnic affiliation. In addition, all respondents were asked about their possessions of durable
goods and the main features of their dwellings, which can be used to infer their socioeconomic
status. We distinguish three racial groups (Blacks, Indians and others), and divide up all
respondents into quintiles of socioeconomic status.
3 In the survey as a whole, 12.5 percent of the
respondents classified themselves as Indians and 8.9 percent as Blacks. Guatemala, Mexico and
El Salvador have the highest percentage of Indians, and Brazil and Panama the highest
percentage of Blacks. With some caution, these numbers can be taken to be representative of the
urban populations of the countries under analysis.
Figure 4 shows that Indians and Blacks are disproportionately represented in the lower
quintiles.
4  Indigenous individuals represent 12.5 percent of all respondents and 16.6 percent of
those belonging to the first quintile. Blacks represent 8.9 percent of all respondents and 11.6
percentof those in the first quintile. There are also sizable differences in education among races.
Average schooling is almost a full year lower among Indians and Blacks than among the rest of
respondents. Not surprisingly, then, Blacks and Indians are more liable to complain about their
economic well-being: while 38 percent of Blacks and 29 percent of Indians reported that their
economic situation is either bad or very bad, only 25 percent of people from other races did so.
1.3  Other Differences between Races
There may be many other relevant differences between races that can provide important clues,
not only on the extent of exclusion and discrimination, but also on the mechanisms whereby
these problems affect socioeconomic outcomes. Relevant dimensions in which differences
among races may exist include political participation, social capital and general perceptions
about the role of the state and the access to opportunities.
5
Differences in political participation, for example, may help explain political biases in
favor of one group and against another. If people from one racial group participate in politics less
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assiduously than others do, social decisions would be biased against them.  Besides, low political
participation by one group may be self-reinforcing; that is, people from this group do not
participate in politics because they have been regularly left out, and they have been left out
precisely because they do not actively participate. If only for this reason, it may be interesting to
study the differences among races in political participation.
Figure 5 shows that no sizable differences are observed in mean political participation
among individuals from different races. As shown, no differences among races are apparent in
the fraction of individuals that reported being interested in politics (26 percent), or in the fraction
that report that they regularly contact local governments (24 percent) or non-government
organizations (23 percent). These results do not depend on whether differences among races in
education and socioeconomic status are controlled for.
6 Taken together, these results cast serious
doubts on any attempt to explain political biases on the grounds of participation differentials
across races.
Differences in the extent and density of social networks (that is, differences in social
capital) may help explain differences among racial and ethnic groups, not only in socioeconomic
outcomes but also in life satisfaction and other indicators of subjective well-being. As many
fashionable theories have it, social capital (or the lack thereof) can explain why some people are
richer, happier and healthier.
7
Figure 6 shows that differences among racial and ethnic groups in social capital are
insignificant, at least insofar as social capital can be measured by self-reported propensities to
participate in civic organizations. After differences in education and socioeconomic status are
taken into account, the fraction of individuals that participate in at least one civic organization is
two percentage points greater among Indians and Blacks than among individual from other racial
or ethnic groups. In this instance, however, one should not put all the emphasis on participation,
if only because participation in some organizations can promote social isolationism, thus
adversely affecting socioeconomic outcomes.
Differences among races in subjective well-being can also be of interest in their own
right, as they complement the objective indicators mentioned above. Figure 7 shows that the
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fraction of individuals that report that they are satisfied with their lives is at least five percentage
points lower among Indians and Blacks than among individuals from other races. This difference
decreases only marginally after controlling for differences among races in education and
socioeconomic status, meaning that the lower levels of life satisfaction among Indians and
Blacks apparently go well beyond what one should expect given their relatively lower
socioeconomic outcomes.
Although it may be tempting to interpret these differences as reflecting the psychological
costs of exclusion, they may also be driven by unobserved differences in material possessions,
occupational status or social mobility.
1.4  Attitudes in Latin America
The previous results indicate that people in Latin America hardly agree on who faces the greatest
exclusion and discrimination: many think that exclusion is mainly racially based, but many
others think that exclusion is directed mainly toward the poor regardless of their race. Likewise,
people agree neither on the extent of discrimination against Indian and Blacks nor on the
justification of social investments targeted by race. However, people appear to agree on the
importance of enacting laws that compensate the victims and punish the perpetrators of
discrimination.
The results also show that race is predictably associated with objective and subjective
indicators of socioeconomic well-being. Whether this association is due to discrimination and
exclusion cannot be determined on the basis of the data at hand. This question constitutes,
however, one of the main themes of this project, and one of the main motivations behind the
methodological discussion to be presented in the next section.
2. Analytical Framework
In this section we first set out the definition of social exclusion that is used in this project. Then
we present the specific objectives of the project, and finally we discuss some methodological
aspects of the analysis that individual studies in this project have undertaken.10
2.1 Definition of Social Exclusion for the Purposes of this Project
For many people, social exclusion is like pornography:  it is hard to define, but they “know it
when they see it.”  Others use a range of definitions of social exclusion.  For this project we
define social exclusion as: “the denial of equal access to opportunities imposed by certain groups
of society upon others.” Such groups can be defined on the basis of religious beliefs, geographic
location, ethnic origin, race, nationality, socioeconomic status, legal status, or other
characteristics. The opportunities on which the project focuses include those related to schooling
and labor and credit markets.
Efforts to deny access to opportunities can be explicit (e.g., homeowners enact zoning
regulations so as to restrict access to their neighborhood, alumni control admissions to elite
universities, bank officials discriminate against individuals on the basis of race) or implicit (e.g.,
housing prices prevent disadvantaged groups from moving to better neighborhoods or attending
better schools, health care or health insurance prices prevent “excluded” groups from obtaining
better health care).
According to this definition, social exclusion occurs if the following two conditions
apply: (i) social interactions occur predominantly within groups and (ii) group membership has a
sizable impact on access to opportunities for socioeconomic advancement. For example, a
society in which individuals interact mainly with other individuals of the same race and in which
such interactions conditional on race are key to access to jobs, credit, schooling opportunities and
health care options is, according to our definition, an exclusionist society.
Exclusion may take other very different forms. Perhaps the most evident form of
exclusion is institutionalized exclusion, in which some groups are denied voice and
representation in public decisions. Women and minorities, for example, were not allowed to vote
in many countries as late as the 1960s. But equality before the law does not mean the absence of
exclusion. Notwithstanding their legal right to vote, many social groups in Latin America and the
Caribbean have long been ignored by politicians and governmental officials and, as a result, have
had little representation despite their legal rights to participate in politics. But, as interesting as
this type of exclusion is, the project does not focus on it. This project instead focuses on
exclusion as related to human capital investments, such as schooling and health, and as related to
income, such as labor and capital markets.11
2.2 Objectives of the Project
Given the definition of social exclusion set out in Section 2.1, the project has three specific
objectives:
1.  To measure social exclusion and assess its consequences.
2.  To identify the mechanisms through which social exclusion affects individuals.
3.  To provide elements that policymakers can use to address the problem of social
exclusion, or, alternatively, to evaluate existing programs.
The first objective of the project is to measure the consequences of exclusion, especially
as they concern the size and persistence of income inequalities and poverty. There is ample
empirical evidence showing that in the United States group membership has sizable associations
with personal income even after individual characteristics have been controlled (typically, for
example, individual human capital characteristics that are observed in socioeconomic data sets
are consistent with less than 35% of the variance in income). The project attempts to document
whether similar group effects are present in Latin America and the Caribbean and, in addition,
the extent to which group effects can account for the observed inequalities.
Specifically, we would like to know to what extent being identified with specific
religious groups, being located in particular neighborhoods or areas, or having a certain ethnic
origin, race, nationality, or socioeconomic status is associated with the following socioeconomic
outcomes: income or consumption levels, schooling levels or other forms of education and
training, health and nutrition status, type of employment (e.g., formal or informal sector), type of
occupation and sector of activity.
The second objective of the project is to understand the main mechanisms of social
exclusion in Latin America and the Caribbean. Two broad mechanisms of exclusion are
mentioned above, but many doubts exist regarding the main channels through which social
exclusion operates. Social exclusion, for example, may mainly operate through cultural norms
that are transmitted through social interactions at the community level and allow the exclusion of
those who do not talk, dress or behave in certain ways. Alternatively, social exclusion may12
operate through informal networks that provide access to job and educational opportunities.
Similarly, colleges and schools can also be important means of social exclusion.  Finally, social
exclusion may operate indirectly through prices.
Specifically, we would like to identify the main channels through which group
membership affects the variables such as those listed above. These channels might include the
folloowing: access to credit, access to insurance or social protection, access to jobs, access to
public services or subsidies (e.g., education, health, infrastructure), access to private services or
markets (e.g., universities, transportation).
The third specific objective of the project is to identify policy interventions. The policy
interventions that can be derived from this framework may be complementary to the traditional
prescriptions of increasing access to education, health services and labor and capital markets.
Policies in this realm usually aim to increase societal integration (i.e., to ameliorate the cleavages
that allow social exclusion to take place). These policies can include charter schools, scholarship
programs to private elite universities, improved employment information and the like. Our
ultimate goal is to understand the scope and importance of such policies in Latin America and
the Caribbean and their effectiveness in the region.
Given these objectives, proposals given higher priority for inclusion in the project
displayed the following characteristics:
1.  Clear definition of what types of social exclusion are analyzed.
2.  Data sets with information that permits studying important aspects of this topic.
3.  Clear methodology for identifying the mechanisms through which exclusion affects
individuals.
4.  Clear sets of hypotheses that have policy relevance.
Section 3 below briefly summarizes and synthesizes the five studies that were selected
for this project.13
2.3 Methodology
Many studies have approached social exclusion descriptively. Ethnographic studies describing
the mechanisms of exclusion and the community norms that usually prevent the poor from
improving their lives have long been a staple of sociology. Among recent studies, the work of
Wilson (1992) has been very influential, with painstaking descriptions of the ways in which
Black youth from the Chicago ghettos are denied opportunities for advancement.
In the economics literature, previous studies have tried to estimate the effect of group
membership on socioeconomic performance. The general idea behind most of these studies is
that estimating some variant of the following linear approximation provides information on the
extent of social exclusion:
) 1 ( 2 2 1 1 2 2 1 1 e Z C C X X c Y + + + + + + = α γ γ β β
where Y is an indicator of socioeconomic performance for an individual (e.g., school enrollment,
school attainment, health clinic usage, employment, wage rate, formal sector job), X1 is a set of
observable personal characteristics (age, sex, etc.) for that individual, X2 is a set of unobservable
characteristics (e.g., ability, work ethic) for that individual, C1 is a set of observable
characteristics for the community in which the individual lives (e.g., market prices, climate and
other exogenous conditions), C2 is a set of unobservable community characteristics, Z is an
indicator of membership in a group or of some relevant attribute of the group of which the
individual is a member and e is a stochastic term to reflect chance events. The group can be
defined by geographical proximity (e.g., a neighborhood, a city), demographic characteristics
(e.g., religion, ethnicity, migrant status), class, or affiliation with some institution such as a
school or a firm.
8
The coefficient α  can be interpreted as a measure of the strength of group effects. High
values of α  point to the presence of social exclusion, as they indicate the importance of group
membership for access to economic opportunities.  With good estimates of equation (1), the
relative importance of group membership in the overall variance of the socioeconomic index of
interest (Y) can be determined by variance decomposition of equation (1) to find var(α Z)/var(Y).
Interactions can be added to equation (1) to explore, for example, whether group membership14
interacts with individual characteristics such as sex or with community characteristics such as the
nature of schools and job markets.
This approach, however, faces the following challenges:
(1) Finding variables that accurately represent Z. A pragmatic approach is to investigate
whether different categories of group memberships that are available in the data have
significant effects. But there is no guarantee that particular data sets include indicators of
membership in the most relevant groups.
(2) Obtaining estimates of the effects of Z that are not contaminated by unobserved variable
biases from unobserved individual (X2) or community (C2) variables.  To lessen such
possibilities, it is desirable that as many as possible of the relevant individual and
community variables be controlled in the estimates (e.g., through expanded efforts at
measuring them or through fixed effects).
(3) Disentangling true group effects from the aggregation of a number of individual effects if
the dependent variable is identical to or closely related to the group indicator (e.g.,
individual schooling, group average schooling). Manski (1993, 1995) has called this the
“reflection problem.”  For example, if all members of one group, defined by geography
or by some demographic characteristics, perceive there to be relatively low returns to
schooling relative to those perceived by others, the component of Z representing average
schooling for the group is likely to be significant in econometric estimates not because
the average schooling for the group causes low individual schooling but because
schooling for all members of the group is responding to the perceived low returns to
schooling.
(4) Assessing the impact of group membership if there is correlation between group
membership and individual or community characteristics.  The expression
var(α Z)/var(Y) ignores such covariances.  One alternative is to present both this
expression and the one in which all the covariances between group memberships and
individual and community characteristics are included in the numerator in order to see
                                                                                                                                                                          
8 Case and Katz (1991), Crane (1991), Borjas (1995a), Cutler and Glaeser (1997) and Kremer (1997) are a few15
how sensitive the calculation of the contribution of the group effect is to the two extreme
treatments of these covariances.
From the point of view of this project, the most desirable strategy would be to estimate an
equation such as (1)—including variants with interactions—where the dependent variables are
measures of socioeconomic performance (including both human resource investments and
market outcomes) and the independent variables include information on group membership as
well as all relevant correlated individual and community characteristics.  Such estimates would
make it possible to assess: (i) the extent to which membership in these groups affects
opportunities to achieve an adequate standard of living through human resource investments and
aspects of market access, (ii) which types of group membership are most important empirically,
(iii) what proportions of the variations in the socioeconomic variables investigated are accounted
for by group memberships, (iv) whether the impacts of group membership are similar across the
various socioeconomic indicators, as would be the case if there are general patterns of social
exclusion for particular groups, and (v) whether group membership, and thus social exclusion,
affects access to social services and other policy-related indicators.
Readily available data sets, such as usual household surveys, permit only limited
exploration of these issues. An objective of this project has therefore been to identify researchers
and data sets that permit more extensive examination of these issues and to encourage and
support such examination with the benefits of a multi-country perspective.
3. Country Studies
The standard procedure for Inter-American Development Bank Research Networks was
followed.  The research competition was announced in a form like that of Section 2 above,
applications were solicited, and a set of studies was selected by the review committee (the three
editors of this project) based on the criteria in the announcement of the competition.  Five
country studies, for Brazil, Bolivia, Costa Rica, El Salvador and Mexico, were selected from the
30 proposals submitted.
Apart from addressing the central objectives of the project, the particular combination of
country-studies chosen is interesting for several reasons. Not only do most studies use very
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different types of non-conventional data sets, but each study also uses different econometric
techniques for avoiding some of the interpretation problems discussed in Section 2. The studies
also point out that the most obvious policy responses are not always the best options. There is no
standard recipe for fighting exclusion. The rest of this section summarizes each of the five
studies, highlighting their methodological particularities and policy recommendations.
3.1 Social Exclusion and the Two-Tiered Health Care System of Brazil
In their study for Brazil, Denisard Alves and Christopher Timmins focus on the implicit
exclusion that occurs in the Brazilian health care system where, by means of differential pricing
and quality of services, some sectors of the population are effectively excluded from obtaining
adequate heath care.
The authors first describe the Brazilian healthcare system in detail and argue that its
quality is very low, with high shadow prices explained by long waiting times and travel costs.
These “hidden” costs often discourage poor households from using the public system. Since the
poor are not able to afford higher-quality private services, they end up underutilizing healthcare,
if they ever use it at all. By contrast, richer households pay higher up-front costs for private
medical care and are able to obtain better services.
Even though the discussion of the Brazilian system is interesting, the authors admit that it
constitutes descriptive evidence with no proof of social exclusion. A more formal analysis is
carried out using the 1998 wave of the national household survey (PNAD). This particular round
of the survey allows for this type of analysis, as it includes a special supplement with
information on health conditions, healthcare consumption, and the types of health services used
by the population.
Their first approach to identifying mechanisms of social exclusion consists of estimating
a set of probit regressions that identify the population subgroups that are more prone to use
public health services. The limitation of this approach, noted by the authors, is that it does not
provide a way of quantifying the welfare costs of this type of exclusion. Therefore, they develop
a formal model of health care and insurance choice. One important feature of the model is that it
incorporates measures of the shadow price of accessing the public health system. The data allow
the estimation of such measures for each individual in the sample, which makes the empirical
analysis feasible.17
The authors use the model, and the estimated shadow prices, to examine the welfare
effects (reduced access) of increasing the price of public healthcare. They conclude that
individuals living in the south region of the country, belonging to Black or mixed racial groups,
above 60 years of age, and with lower levels of education will be more vulnerable to price
increases than the rest of the population. These effects support the view that these are the groups
in the Brazilian society that suffer the most from inadequate health services.
In order to explore some of the policy implications of their analysis, the authors also
perform simulations of the welfare effects of subsidizing private healthcare services.
Surprisingly, the population groups that are currently excluded from the system would not
benefit most from this measure, since they still have to pay high shadow prices for accessing
them. This type of policy would benefit higher-income individuals in the most developed regions
of the country and therefore would imply a transfer of rents to the rich.
The analysis finally suggests that expanding public infrastructure, and therefore,
decongesting the current public health care system, might be the best way to “include” the
excluded groups in the benefits of health care, in the hope that this will permit them to live
longer and healthier lives.
3.2 Residential Segregation in Bolivian Cities
George Gray Molina, Ernesto Pérez de Rada, and Wilson Jiménez explore the effects of
residential segregation in Bolivian cities. Even though this is the type of exclusion most studied
in the literature, the study provides an innovative approach. The question they address is whether
living in certain geographic areas negatively affects incomes and schooling attainment. Since
indigenous groups constitute a large proportion of the Bolivian population, one important
challenge is to disentangle the economic effects of ethnicity and other personal characteristics
from the effects of living in specific neighborhoods.
The paper reaches two main conclusions. First, living in specific geographic areas within
Bolivian cities has a negative and significant effect on incomes. Second, individuals living in
segregated geographic areas and belonging to certain racial groups have lower incomes and
lower educational attainment, probably because of social exclusion.
The paper first discusses an analytical framework, which consists of adapting an existing
model to the particular case of segregation in Bolivian cities. Within this discussion, the three18
main econometric problems of the analysis are highlighted. The first of these problems is reverse
causality, which is a standard problem in this context, since residential segregation might be the
result of poor economic outcomes rather than a cause for them (that is, exclusion determines
location and not vice versa). To address this problem, the authors propose three different types of
instrumental variables.
9 The first consists of data on residential settlements 25 years ago. The
second consists of data on changes in residential location after a drought-induced migratory
shock, which generated a pattern of migration into several Bolivian cities characterized by an
even distribution of migrants into low-income and high-income neighborhoods. The third uses
data on population density in order to include some information on the geographic features of the
largest cities, which are expected to be important determinants of location.
The second econometric problem is omitted variable bias. This problem originates
because income and schooling (which are the main variables of interest) may be influenced by
unobserved parental and community characteristics that can be correlated with the neighborhood
variables. Parental and community-level attributes are included in the econometric estimations in
order to reduce this bias, but, as argued by the authors, some biases may persist.
The third problem arises because, if individuals are able to change location at will,
econometric analysis may not capture the effect of neighborhood on outcomes, even if
segregation does have an adverse effect on incomes and schooling. The authors propose using
information on younger cohorts, which presumably have not made their location choices yet.
Additionally, they propose incorporating information on the migrant or non-migrant situation of
the household to reinforce controls on mobility. These two additional variables help assure the
reader that the effects captured by the econometric estimations can be interpreted as evidence of
social exclusion.
One interesting feature of this paper is the data used for the analysis. The authors perform
some tests on the information from the standard household survey for Bolivia (the Mecovi
household survey for 1999), which includes data on self-reported ethnicity and geographic
                                                     
9 In instrumental variable estimates right-side variables are replaced by estimated values (based on “instruments”)
that hopefully are independent of the disturbance term (i.e., of the unobserved individual and community variables
on the right-side of relation 1 above).  If the instruments themselves are independent of the disturbance term, if they
do not belong in the relation of interest being estimated, and if they account for sufficient variance in the right-side
variable(s) being instrumented, the result will be consistent estimates of the effects of right-side variables.  This
method may help eliminate biases due to right-side variables that reflect current or past behaviors or omitted
variable biases.  Finding instruments that satisfy the three conditions noted above often is difficult, and not all
studies that purport to have such instruments are persuasive in this regard (e.g., see Rosenzweig and Wolpin, 2000).19
location, as well as a set of socioeconomic variables and personal characteristics. However, since
the survey does not contain enough information for constructing adequate instrumental variables
or to address omitted variables bias, the authors conducted a new survey for the purposes of this
project. They collected detailed information for two neighborhoods in the cities of La Paz and El
Alto. The sample, consisting of 801 households in 43 neighborhoods, is representative of the
three main socioeconomic strata (high, middle and low income households), and of the entire
metropolitan areas of each city. The Mecovi survey questionnaire is used for collecting basic
socioeconomic characteristics, but additional questions are added to include information on
parental ethnic background and language, human and social capital formation, and perceptions of
segregation.
The econometric analysis leads the authors to conclude that living in a segregated
neighborhood adversely affects labor income and educational attainment. This is so after
controlling for personal characteristics and community background. On the whole, the evidence
hints at the existence of geographically based exclusion in the main Bolivian cities.
10
3.3 Social Exclusion of Nicaraguans in the Urban Metropolitan Area of San José, Costa Rica
Edward Funkhouser, Juan Pablo Pérez Sainz and Carlos Sojo address whether Nicaraguans
migrating to Costa Rica have lower socioeconomic status because of social exclusion due to
nationality. The question is highly relevant for Costa Rica, if only because around 450,000
Nicaraguans migrated to this country during the 1990s. Arguments can be made to the effect that
the presence of Nicaraguans has deeply transformed Costa Rican society.
Interestingly, there are relatively few ethnic, language, and even cultural differences
between Nicaraguans and Costa Ricans that could account for the differences in labor market
outcomes. The study argues that the reason why Nicaraguans have lower socioeconomic status is
not because of their nationality, but because of their legal status. Most Nicaraguan migrants have
entered the country illegally and therefore are likely to receive different legal treatment. This
finding has important policy implications, as it directs public action towards a set of
                                                     
10 One surprising result arises from the analysis. Apparently, residential segregation tends to have a stronger
negative effect on income for second-generation migrants. First-generation migrants seem to benefit from social
capital networks, which have a positive effect on income and minimize the effect of spatial segregation.20
interventions aimed at easing legal conditions rather than at creating jobs for Nicaraguans or
creating mechanisms for preventing discrimination.
As in the Bolivian study, the standard household survey available for Costa Rica has
many limitations for the task at hand, mainly because it was not designed to study social
exclusion. Therefore, the authors conducted a survey for this study. The new survey was carried
out in the metropolitan area of San Jose. It comprises 398 households and uses a questionnaire
especially designed for study social exclusion. One feature of the new survey is that it includes
sampling units from neighborhoods with high, medium and low presence of Nicaraguans.
Comparisons between the aggregate values of socioeconomic variables in the National and the
new survey assure the reader that the data collected for this study is reliable.
The data show that Nicaraguans in Costa Rica are not so much an “excluded” group as an
illegal one. It is shown, for instance, that Nicaraguans do not live in segregated neighborhoods:
even in neighborhoods with large proportions of Nicaraguans, Costa Ricans are a majority.
Moreover, Nicaraguans do have access to labor markets, and Nicaraguan women have even
higher participation rates than their Costa Rican counterparts.
Surprisingly, the data do not indicate that Nicaraguans are excluded, at least in the sense
used in this paper. The main explanation for the gap in socioeconomic level is legal status. The
policy implication is that an important measure to improve the standard of living of Nicaraguans
living in Costa Rica is increasing the probability of legal residence through the elimination of
passsport or other document requirements, or simply through an amnesty that changes the legal
situation of this group of society.
3.4 Geographic Exclusion in Rural Areas of El Salvador: Its Impact on Labor Market
Outcomes
In this paper Ana Regina Vides, Anabella Lardé and Lissette Calderón analyze the effects of
spatial isolation on labor force participation, sector of employment and labor income levels in the
rural areas of El Salvador.
The study uses a rural household survey conducted by the Salvadoran Foundation for
Economic and Social Development in 1999.  This survey contains extensive information about21
access to markets and other measures of spatial isolation.
11 The main argument of the paper is
that people living in isolated areas are excluded from the mainstream economy and therefore
have lower socioeconomic status and fewer employment opportunities. Lack of roads, and of
transportation infrastructure in general, is therefore the main mechanism through which social
exclusion operates in rural El Salvador.
Lack of infrastructure creates a combination of security hazards and transaction and
moving costs that reduces labor force participation and forces workers into jobs with low
productivity. These outcomes in turn prevent individuals from moving away from isolated areas,
thus completing a vicious circle. The evidence provided by the authors suggests that social
isolation is particularly deleterious in the case of woman. Women living in isolated areas tend to
have much lower labor force participation rates and lower incomes, and they tend to concentrate
in the sectors with the lowest productivity.
The main policy implication of the analysis is that building new roads and expanding
public transportation and household services such as water and electricity may have a larger
impact on the socioeconomic conditions of isolated individuals than standard poverty alleviation
programs, or even public health and education provision. Well-educated individuals would fare
better, even under the unfavorable conditions of isolation, but the evidence provided in this paper
suggests that if traditional social spending is not complemented with policies aimed at reducing
isolation, their impact on the standard of living will be limited.
3.5 Schooling Inequality among the Indigenous: A Problem of Resources, or Language
Barriers?
Among the five country-studies included in this project, the only one to focus primarily on social
exclusion based on ethnicity is the study for Mexico. This type of exclusion is highly relevant in
a large set of Latin American countries, where the indigenous are characterized by faring much
worse than other groups of society. Even though the most common mechanism of social
exclusion in terms of ethnicity is outright discrimination, the study by Susan Parker, Luis
Rubalcava and Graciela Teruel shows that there are more subtle mechanisms of exclusion that
are strong determinants of key socioeconomic characteristics.
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location index has two components: one that measures access to all urban jobs and another that measures access to22
The paper explores the extent of social exclusion through differences in schooling
attainment. The authors find that children who only speak indigenous languages fare much worse
in school than similar indigenous children who differ only in terms of knowledge of Spanish.
After controlling for family and community characteristics, they provide evidence that language
barriers and cultural factors faced by monolingual indigenous children prevent them from
benefiting from the schooling system to the same extent as bilingual indigenous children.
Therefore, it is not access to schools per se, but the specific types of education to which different
children have access, which act as a mechanism of social exclusion.
The analysis undertaken by the authors requires detailed data on ethnic background,
language spoken, and parental socioeconomic characteristics. This kind of information is only
available in Mexico from the Encaseh survey undertaken especially for evaluating the effects of
the Progresa Program.
12 This is the data used in this research. The Encaseh survey is
supplemented with school level information and variables characterizing the quality and quantity
of infrastructure from the Ministry of Education. This allows the link of detailed personal data
with characteristics of available schools.
The paper starts with a description of schooling attainment of indigenous children and
shows that, in general, monolingual indigenous children have lower schooling outcomes than
their bilingual counterparts. However, given the limitations of the descriptive analysis, the
authors undertake a more formal approach based on the framework described in Section 2. The
main challenge is to distinguish between the effects of cultural and language barriers versus
social and economic factors affecting schooling outcomes of indigenous children. The central
question addressed is whether there is evidence that the poorer performance of monolingual
children is due to their worse economic condition, or whether the outcome is the result of other
factors such as language barriers. This issue is highly relevant from the policy point of view
because, if the answer is that economic variables explain schooling lags, then the introduction of
anti-poverty programs would perhaps be the best response. On the other hand, if language
barriers are more important, a different policy approach is indicated.
Empirical estimations for addressing these questions face several problems, which are
addressed by the authors. The main issue is endogeneity of language choice. Households may
                                                                                                                                                                          
jobs in free trade zones.
12 The Encaseh survey is the Survey of Household Socio-economic Characteristics. Progresa is the acronym for the
Program for education, health and nutrition.23
choose not to learn Spanish or not to attend school at all due to cultural reasons, and these
decisions may be reflected in failure to achieve the standards set by the schooling system.
Instrumental variables are used to minimize this potential problem.
In order to improve the understanding of the differential effect of language barriers
versus unobserved cultural factors, the authors examine the impact that bilingual education may
have on schooling outcomes for indigenous children.
13 This is an important question, since the
Mexican government recently embarked on an ambitious initiative of expanding bilingual
(Spanish-indigenous language) education. The conclusion from this exercise is that bilingual
schools significantly improve schooling outcomes of monolingual children, and they actually
contribute to narrowing the schooling gap between these children and the bilingual indigenous.
Thus, the results support the view that policy interventions such as expanding access to
bilingual schools for indigenous monolingual children may have a strong positive effect on their
ability to benefit from the public schooling system. Thus, bilingual schooling may be an
important instrument for “including” excluded groups of society in order to obtain the benefits of
development.
4. Concluding Remarks
This project attempts to start to fill an important gap—the paucity of research on social
exclusion—in the literature on the causes of poverty and inequality in Latin America.  The
project aims not only to generate some evidence that may be useful for policy design, but also to
illustrate the challenges imposed by such a difficult topic.
The collection of studies included in the project illustrates the problems of finding
adequate data, as well as how some of the main methodological problems may be addressed, and
show that it is possible to address this important issue rigorously.
We hope that the country studies included in this project will further motivate the interest
in this topic, and most importantly, that they will provide incentives to other researchers to
embark on systematic research on these important and fascinating questions.
                                                     
13 To implement this analysis, data from the Education Ministry on location of bilingual schools are merged with the
Encaseh data.24
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Bolivia 1.5% 46.9% 26.5%
Guatemala 2.3% 58.7% 26.9%
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Brazil 49.8% 0.7% 29.5%
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Costa rica 4.4% 11.0% 31.5%
Honduras 4.6% 6.9% 35.3%
Chile 1.2% 22.2% 36.6%
Colombia 17.3% 11.3% 39.8%
Argentina 4.9% 3.8% 40.5%
Paraguay 0.4% 18.9% 44.8%
Venezuela 10.9% 23.1% 45.4%
Nicaragua 5.4% 3.1% 60.3%
El Salvador 0.5% 0.5% 69.1%
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Appendix 1. Annotated Bibliography on Social Exclusion
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costs of contagious social problems are examined. Analysis of the dynamics of contagion reveal
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different ways for prevention and cure. Both simple and complicated models of contagious social
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for allocating resources among curative interventions is sequential saturation. The optimal
preventive strategy entails allocation of resources such that the marginal net benefit of the last
dollar spent on prevention should be equalized in all communities where money is spent.
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following waves of migration from rural to urban areas. Ghettos expanded further as Black
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all-white areas of cities and suburbs has led to a decrease in segregation. Across time,
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De Haan, A. 1998. “‘Social Exclusion’: An Alternative Concept for the Study of Deprivation?”
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with different concepts and theories, but has several distinct advantages in that it focuses on the
multidimensional character of deprivation and the processes, mechanisms, and institutions that
exclude people. It is concluded that, although the theory and concept were developed in the
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De Haan, A. and S. Maxwell. 1998. “Poverty and Social Exclusion in North and South.” IDS
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become a central issue on the policy and research agendas of the European welfare states and the36
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terms of rights, resources, and relationships. The concept of social exclusion offers a new
perspective to those who work on such issues in the developing countries, particularly in its
focus on the institutional processes that lead to deprivation. It is concluded that joint projects
comparing social exclusion in the North and South are in order; focus should be on the specific
themes of small-scale credit, participation, social and food policy, and public works.
Elliott, D.S., W.J. Wilson, D. Huizinga, R.J. Sampson, A. Elliott, and B. Rankin. 1996. “The
Effects of Neighborhood Disadvantage on Adolescent Development.” Journal of Research in
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multistage probability samples of white, black, and Latino households in Chicago, IL, and
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and processes whereby neighborhood disadvantage influences adolescent developmental
outcomes. Path analyses are used to assess potential mediating factors, and the unique
contribution of neighborhood effects to development is estimated using hierarchical linear
modeling. Results indicate that the effects of ecological disadvantage are mediated by specific
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effects is relatively small, but in most cases these effects account for a substantial part of the
variance explained by the model.
Evans, M. 1998. “Behind the Rhetoric: The Institutional Basis of Social Exclusion and Poverty.”
IDS Bulletin-Institute of Development Studies 29(1): 42-49. Explores the institutional basis of
social exclusion in Europe, drawing on a comparison of French and UK policy. The notion of
social exclusion arose in European debates at the moment when the performance of welfare
systems came under concerted criticism for failing to prevent poverty and for hindering
economic development. Despite this common context, there are paradigmatic differences
between the theoretical approaches to social exclusion developed in France and the UK. Further,
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University of Sussex, England. This conference proposed a research program for studying the
relation between deprivation, economic growth, participation, and identity grounded in the
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participants emphasized that the concept might link macrolevel effects of globalization with
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indicators must be developed to empirically measure the level of social exclusion in any
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social exclusion might be operationalized and measured, how social exclusion opens the way for
the development of a normative framework on globalization and a new paradigm on the nature of
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change.
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Bulletin-Institute of Development Studies 29(1): 50-57. Discusses the links between the concepts
of participation and social exclusion, drawing on an analysis of three government programs in
the US that have attempted to use participation and community action to address social
exclusion. There is a paradox of participation in the North in that, as inequality grows between
the haves and have-nots, the level of social participation of the have-nots is greatly reduced. In
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improvement is to be made. While these programs have had some success in the US, researchers
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the theme that social scientists and policymakers need to acquire a greater tolerance for
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